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YUGOSLAV KEY ECONOMIC INDICATORS : 


All values in U.S. $million 
and represent period averages 
unless otherwise indicated 


Official Exchange rate : ! Cay, D 1/ Estim. 
1977 : US $1.00 = 17.00 dinars % Change 1978 
1978 : US $1.00 = 18.25 dinars 











INCOME, PRODUCTION, EMPLOYMENT 


GNP at Current Prices 37,584 45,590 3% 55,164 
GNP at Constant 1967 Prices 14,180 15,215 ba 16,128 
Per Capita GNP, Current Prices 1,743 2,097 35% 2,537 
Plant §& Equipment Investment 6,330 8,794 9% 10,553 
Personal Income 208 247 5 296 
Indices : (1976 = 100) 

Industrial Production 100 110 117 

Avg. Labor Productivity 100 104 % 107 

Avg. Industrial Wage 100 119 9 4% 139 
Socially Employed (1) 5,001,000 5,271,000 5.4% 5,482,000 
Avg. Unemployment Rate (%) (2) ; 12. 3% bo 


MONEY AND PRICES 


Money Supply Dr. 15,129 Soe 18,155 
Interest Rates (Organization) 8-10% 8-10% 
Indices : (1976 = 100) 

Wholesale Price 110 % 120 
Retail Sales 107 % 118 





Balance of Payments and Trade 


Gold §& For. Exch. Reserves ¢ 2,104 ; 2,000 
External Public Debt 9,500 es 11,000 
Annual Debt Service 1,925 9.8% 2,100 
Balance of Payments (est. ) : -1,700 -1,700 
Balance of Trade ¢ -4,380 % -4,200 
Exports, FOB 5,254 3.43 5,500 

U.S. Share* : 297 450 
Imports, CIF : 9,634 30. 9,700 

U.S. Share* 545 ; 550 


Main Imports from U.S. : 1977 Commodity Value 





Agricultural Products 79.4 
Nuclear equipment 4 
Office Machinery 13.2 
Rolling Mills Equipment > 


* Yugoslav Statistics 

(1) Number in socialized sector. Excludes an estimated 4 million privately 
employed workers, mostly farmers. 

(2) The number of those registered as seeking employment (which includes some 
already employed) divided by the domestic labor force in the socialized sector. 





SUMMARY 


Since late 1976, Yugoslavia has followed expansive fiscal and monetary 
policies and has relaxed import controls in order to meet medium-term 
development goals, to remedy a cyclical industrial recession, and to slow 
rising unemployment. Employment and output have responded dynamically, 

but at the cost of a record balance-of-payments deficit in 1977 that is 
continuing this year. No easy remedies are in sight. Selective measures 

to reduce unemployment and to improve efficiency and export competitiveness 
are being implemented slowly and with uncertain effects. Yugoslav hard- 
currency earnings are limited by sluggish growth in exports to the developed 
West, Yugoslavia's principal market, and stagnation in net invisible earnings. 
Another recession could result if import restrictions are tightened. Unless 
they are, however, the Yugoslav trade deficit will probably continue at an 
unacceptably high level. While the resultant deficit was easily covered 
last year by borrowing abroad, this may prove more difficult in the future. 
Export sales by US suppliers of capital goods in priority sectors probably 
can be further increased. US technology continues to enjoy the respect of 
Yugoslav businessmen and is being increasingly favored in Belgrade's policy 
because of its assessment that protectionism in Western Europe is rising and 
the US economy is more open. Firms able to demonstrate reliable and timely 
servicing capability, willing to consider various forms of business cooper- 
ation, able to locate or offer financing arrangements, and willing to make 
counterpurchases will be particularly attractive to Yugoslav purchasers. 
Joint ventures are also possible in Yugoslavia, provided the foreign part- 
ner meets Yugoslav requirements on export markets and restrictions on 

income and on profit and capital repatriation. 


CURRENT ECONOMIC SITUATION AND TRENDS 





Accent on Expansion. During the past year, Yugoslav economic policy has 
continued to focus on speeding investment in order to reach Five-Year Plan 
goals and on remedying unemployment, which president Tito termed a serious 
"economic, social and political problem" in his report to the party congress 
June 20. Unemployment has been rising since the outflow of Yugoslav workers 
was reversed in 1973 and was boosted further by the industrial stagnation of 
1976. Belgrade has accordingly been emphasizing economic growth at the 
expense of external stability. Import restrictions were relaxed and real 
wages, money supply, and consumer and investment credit have been increased 
Significantly. In 1977 these measures were reinforced by a successful har- 
vest and favorable hydrological conditions which filled accumulation lakes 
for hydroelectric plants. Social product consequently soared 7.3 percent, 
led by 9.4 percent jumps in industrial output and in investment in fixed 
assets. Employment rose 4.4 percent. The cost-of-living increase was 
limited to 14.1 percent (well below the Yugoslav average for the 1970's) 
thanks partly to retention of price controls and diversion of rising do- 
mestic demand to external markets. Imports jumped 31 percent, however. 
Moreover, sluggishness in developed Western economies, which account for 
over half of Yugoslav imports and total foreign trade, reduced Yugoslav 
export volume 5 percent and levelled off receipts from foreign tourism 

and workers' remittances. As a result, the current-account deficit 

($1.7 billion) was the biggest in history. The deficit was covered 
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by extensive borrowing abroad, which raised reserves slightly to $2.9 
billion. Total foreign debt increased by about $1.7 billion and reached 
$9.6 billion at year-end. Early 1978 returns continue these trends. 


Policy Innovations. Although their introduction is not complete and is 
causing some confusion in the transition period, recent initiatives are 
pointing Yugoslav economic policy in new directions. Belgrade hopes to 
alleviate unemployment by encouraging better use of existing production 
facilities, better conditions for private farmers and craftsmen, accel- 
erated development of small business, and investments in Yugoslav enter- 
prises by workers returning from Western Europe and by governments of 

that area. None of these measures, however, is sufficiently broad-based 
to achieve its goal. Additionally, in keeping with the goals of the 1974 
Constitution, the Federal government has recently passed or is considering 
several laws that would shift more economic authority from the Federal to 
the republic/provincial level or to workers' groups. The objectives are 
to reduce tendencies to nationalistic separatism, self-sufficiency, and 
monopolistic collusion in the regions and to improve efficiency, espe- 
cially in investment; the latter has reportedly been concentrated exces- 
Sively on 0il refining, textiles, and woodworking industries. The new 
laws would make decision-making (e.g. on foreign borrowing limits) more 
dependent on coordination among Federal anderegional authorities and among 
business, labor, and public organizations. Banks are to become more 
accountable to regional authorities, producing enterprises, and individual 
depositors, and enterprises are now required to negotiate with their 
customers before raising their prices. 





Outlook for Remainder of 1978. For the full year, the Yugoslav authorities 
have projected a current-account deficit (about $1.2 billion) and inflation 
rate less than last year's. They also forecast, however, continued rapid 
growth of social product (6-7 percent) and fixed investment (8 percent) 

and a greatly reduced rise in unemployment. Yugoslavia probably can attain 
its growth goals or its stability goals, but not both. Belgrade is accord- 
ingly faced with a choice between increased import restrictions, with the 
accompanying risk of reduced economic growth, or a balance-of-payments 
deficit close to last year's. The large deficit to date will be difficult 
to decrease significantly in the remaining months. Economic growth must 
accelerate further if 1976-80 goals are to be attained; investment in 
Steel, farming, and tourism is behind schedule. While invisible account 
inflow should grow, so will outflows (e.g. for increasing Yugoslav vaca- 
tioning and consumer spending abroad). Yugoslav exports might conceivably 
receive some extra stimulus from the EC, should it lower import restrictions 
(e.g. on baby beef), as part of current renegotiation of the five-year trade 
agreement expiring in August. Such relief probably would make little impact 
this year, however. 





Opportunities for US Suppliers. Export sales by US suppliers of capital 
goods in priority sectors probably can be further increased. US technology 
continues to enjoy the respect of Yugoslav businessmen. The US is Yugo- 
Slavia's fourth largest trading partner. In 1977, exports to Yugoslavia 
were $545 million, 48 percent greater than in 1976; US imports amounted 
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to $297 million, a 16 percent increase. (US statistics show exports of 
$355 million and imports of $336 million.) US suppliers are being in- 
creasingly favored in Belgrade's policy because of its assessment that 
protectionism in Western Europe is rising and the US economy is more open. 
The recent US-Yugoslav Economic Council meeting in Dubrovnik had increased 
high-level attendance. The Yugoslav government recently signed a new 
agreement with the US Export-Import Bank on operating procedures in 
Yugoslavia. New bilateral governmental economic/commercial working groups 
have been established and are to convene semi-annually. 


Import Restraints. Yugoslav measures to control imports include tariffs, 
quotas by value or quantity on certain imported goods, import licenses, 

and hard-currency controls. The large trade deficits of the past 18 months 
have led to some tightening of unpublished countertrade requirements of 
about 30 percent for some capital goods and more for consumer goods. Prod- 
ucts in priority development sectors, companies willing to engage in counter- 
trade, and those able to offer suitable financing are more likely to find 
success in the Yugoslav market. 


Joint Ventures. Since 1967, when foreign investment in Yugoslavia was 
legalized, about $323 million has been invested by foreign companies in 
200 joint ventures with Yugoslav enterprises. Nineteen US firms have 
provided $156 million. Of this, $103 million --the largest US investment 
in Eastern Europe to date-- has been committed by the Dow Chemical Company 
to construction of a large petrochemical complex on the island of Krk. 
New Yugoslav legislation last April increased the industries open to 
foreign investment and eased restrictions on deliveries of nonfinancial 
assets by the foreign partner. The new provisions, however, also limit 
his decision-making powers in the venture, his income from it, his abil- 
ity to repatriate profits and capital in hard-currency and dinars, and 
his control over the markets to which the joint venture may export. The 
maximum foreign contribution to joint ventures remains 49 percent. 


BEST SALES POTENTIAL FOR US PRODUCTS 





Metal-Treating and Finishing Equipment. This category of equipment, which 
is not produced in Yugoslavia, promises to remain a major area for US 
sales of technology in Yugoslavia. West Germany, principal supplier for 
some years, accounted for 28 percent of the $125 million Yugoslav market 
in 1976, when depreciation of the dollar contributed to a jump in the US 
share to second place (25 percent). Yugoslav imports are expected to 
reach $200 million by 1980 according to the current five-year plan, 

which projects production capacity increases of about 40 percent for 
steel and pig iron and 75 percent for coke. Yugoslav demand for foreign 
nonferrous-metal processing equipment will probably also grow rapidly. 
Competition will remain keen from other major foreign suppliers, possibly 
including the USSR, which offers favorable credit terms and clearing- 
account settlement. Rolling-mill equipment led the US surge of 1976 and, 
together with tube-mill and casting-plant machinery, is considered the 
best sales prospect. Trailing close behind are non-electrical industrial 
melting and refining furnaces. A technical sales seminar featuring such 
equipment (for nonferrous as well as ferrous metallurgy) would be a very 
good promotional vehicle. Next best would be a trade mission with soft- 
sell approach. The annual May trade fair in Belgrade is useful for firms 
that intend to exhibit. 
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Machine Tools. Based on the quality of US machine tools and their price 
competitiveness after recent dollar depreciation, US suppliers could 

raise their market share from 8 percent in 1976 to at least 25 percent 

in the early 1980's. Machine tools currently represent a $110 million 
Yugoslav import market. Yugoslav domestic production, geared largely 

to exports and traditional machine-tool fields, probably will be unable 

to expand rapidly enough to meet soaring demand. The Yugoslav Five-Year 
Plan gives high priority to industries (e.g. ship-building, ferrous and 
nonferrous metallurgy, agricultural, food-processing, and electric-power 
equipment) which require heavy outlays in machine tools of all types to 
expand. US suppliers in recent years have caught up with the USSR and 
France and may reduce West Germany's huge lead (41 percent of the market) 
in the future. Best US sales prospects currently are for machining centers, 
transfer lines, internal diameter grinders, numerically-controlled machine 
tools, and special machine tools. Technology for production of simpler 
machine tools not currently manufactured in Yugoslavia is also saleable. 
Useful promotion vehicles are Belgrade Technical Fairs held each May, 
Zagreb fairs held in April and September, and --for small-scale promotion-- 
technical sales seminars. 


highly regarded in Yugoslavia and, having recently achieved price compet- 
itiveness. should receive increased attention from firms exporting to 
Yugoslavia. Yugoslav imports of excavating, earth-moving, and mining 
equipment in 1976 amounted to $80 million, of which about half was for 
bulldozers. This market will have to grow rapidly to meet the require- 
ments of the Yugoslav development plan. During 1976-80, production is 
scheduled to rise 65 percent for bauxite, and 85 percent for other non- 
ferrous ores and iron ore. Large lignite fields are scheduled to be 
developed in Kosovo by Kombinat Kosovo in Obilic and at Tamnava in Serbia 
by Kolubara REIK in Vreoci. Domestic production, which provided only 

20 percent of such requirements in 1975, probably will not fill the gap. 
Among foreign suppliers, the FRG supplied 27 percent of this market in 
1976 and the USSR (19 percent) took over second place from the US (14 per- 
cent). Probably the best promotional vehicle for US equipment is the 
biennial Zagreb mining fair to be held next in April 1980. 


Excavating and Mining Equipment. US products in this field have long been 


Plastics and Chemical Equipment. By 1980 Yugoslavia is expected to order 
about $1 billion of foreign equipment for production of plastics and 
chemicals. Most machinery of this type is imported. The aim of the new 
program is to restructure the chemical industry, now concentrated on 
plastics and chemical processing. INA-Petrohemija is building a large 
petrochemical complex at Kutina; other major projects include synthetic 
rubber plants at Zagreb (managed by Chromos-Katran-Kutrilin) and at 
Zrenjanin and a nitric acid plant to be built by Zorka at Subotica. 

Italy and West Germany have been Yugoslavia's principal suppliers, 

each exceeding 20 percent of the market in 1976. The US held only 

4 percent. However, US firms that have modern technology, engineering 
capabilities, and/or good equipment can expect to capture sizeable orders, 
provided that they have sound financial backing and are ready to bid on 
projects in cooperation with local equipment manufacturers. Suitable 
vehicles for promotion are the Plasteks exhibition in Zagreb in April 1979 
(for a wide range of chemical equipment) and a solo exhibition sponsored 

by the Department of Commerce at the Belgrade Technical Fair each May. 
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Textile Machinery. US textile equipment has considerable export potential 
in Yugoslavia. The Yugoslav textile industry is a major exporter and one 
of the largest Yugoslav buyers of foreign equipment. The US share of Yu- 
goslav textile machinery imports jumped to 17 percent in 1976. Although 
this was still less than half of leading West Germany's share, US textile 
technology has the advantage of being geared to the US textile market, an 
important Yugoslav export target. US sales have been concentrated in 
spinning and drawing frames, fibre-yarn machines, and cotton-gin mills. 
Prospects are especially good for synthetic textile machinery. Equipment 
should be promoted at the Leskovac textile machinery fair in May or June 
or at the Zagreb fair in April. 


Electronic, Laboratory, Scientific, and Engineering Instruments. 

With negligible indigenous production, Yugoslav imports of instruments 
exceed $40 million yearly and are certain to grow. West Germany supplied 
31 percent of this market in 1976. However, US firms have been improving 
their position, providing 21 percent, and should be able to capture about 
50 percent with additional, more targeted promotion efforts. The US has 

a significant technological lead in instrumentation and Yugoslav scientists 
and engineers have become increasingly oriented toward American trade 
journals in order to keep up with space technology and the latest scien- 
tific breakthroughs. Moreover, US firms have recently established stocks 
and service facilities in Europe. Suitable promotion vehicles in Yugoslavia 
are the Modern Electronics Show in Ljubljana each October, the General 
Technical Fair in Belgrade each May and JUREMA exhibitions held bien- 
nially in Zagreb and next scheduled for April 1979. 


Electric Power Equipment (except Boilers). The Yugoslav market is in the 
winner-take-all stage in the thermoelectric field. The Yugoslav author- 


ities want to settle on one good 600-megawatt power unit for large thermal- 
power projects, e.g. of 4,200 MW at Olilic, 2,400 MW at Tamnava. New hydro- 
power plants --Iron Gates III on the Danube (2,400 MW) and Kolubara (1,000 MW) -- 
are also in preliminary planning stages. Imported equipment approximated 
$150 million in 1976 --half the value of domestic production-- but will 
increase to at least $750 million annually in the next few years because 

of the inability of Yugoslav producers to provide large-capacity units. 
Supplier competition in price and payment terms is keen. Foreign companies 
are asked to include some Yugoslav equipment in their projects and to offset 
at least 30 percent of Yugoslav import costs with countertrade. West European 
suppliers, led by West Germany and Italy, have met many of these demands, 
partly through long-term cooperation agreements, and now dominate the 

market. The US share is only 3 percent but US technology has an excellent 
reputation. US firms that can compete in these conditions should have an 
assured long-term market. The best promotional vehicles remain a technical 
sales seminar or a trade mission organized by a consortium of firms with 
complementary product lines. 
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